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TO THE SHAREHOLDERS: 

Both sales and earnings for the twenty-eight week 
period endi July 15, 1972 were well ahead of 
forecasts{ Sales are continuing at a very brisk pace 
and we arééntering the second half of the year_with 
extremely high backlogs of orders at all divisions. 


Union contracts at all five manufacturing GfVvisions 
(including the new chair division) came up, or will 
come up, for negotiation during 1972. We are pleased 
to advise that negotiations of four of these contracts 
have been successfully completed, leaving only the 
Fitton-Parker agreement which terminates later in the 
year to be renegotiated. \ 
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AUX ACTIONNAIRES: 


Les ventes et les bénéfices pour la période de 
vingt-huit semaines qui s’est terminée le 15 juillet 
1972 ont dépassé de loin les prévisions. Les Ventes se 
font a un rythme tres rapide et nous abordor's la 
seconde moitié de |’année avec un nombre extréme- 
ment élevé de commandes en attente dans toutes les 
divisions. \ 

-Les contrats syndicaux dans les cing division§ de 
fabrication (y compris la nouvelle division des 
chaises) ont déja fait l’objet, ou feront l'objet, \de 
négaciations au cours de l’année 1972. Nous avons \le 
"gisir d’annoncer que les négociations pour quatre de 
es contrats ont été menées a bien, ce qui fait qu’ll 
reste seulement a négocier le contrat de Fitton- 
Parker, qui prend fin vers la fin de cette année. 


\ 


La construction de la nouvelle scierie a Mattawa, 
en Ontario, est en cours. On a déja commence les 
travaux d’exploitation forestiere et nous nous atten-\ 


x 


dons ace que cette scierie fournisse du bois de con- \ 


\ 


struction séché au four anos usines de fabrication de \ 


meubles avant la fin de l’année. 


ON BEHALF OF THE BOARD 
AU NOM DU CONSEIL D’ADMINISTRATION 


Louis Sklar 
President 


August 9, 1972 
Le 9 aotit 1972 


SKLAR MANUFACTURING LIMITED 


UNAUDITED CONSOLIDATED 
STATEMENT OF EARNINGS 
28. WEEK PERIOD 


(in thousands of dollars) 


ENDED JULY 15, 1972 
aN RP ON ARLES ERLE LAP ROE BIE TN BITE, 
1972 
Net Salastae oui sah ima. Si, TA "4 
Operating Costs and Expenses: 
Cost of goods sold ......... haere 10,463 
Marketing, general and 
administrative expenses ........ 1,911 
Depreciation: 22 wetecniseceacecae ae 278 
Interest on bank indebtedness ..... 86 
Interest on long-term debt .......... 108 
12,846 
Earnings Before Income Taxes and 
Extraenciinanyalmeii- sam sserereseses 1,295 
Income Tax es;—C UKE Mita, mace cetves 638 
= DeterreG serene (2) 
Total limcOme Waxes... c.cccssccsteees cere 636 
Earnings Before Extraordinary Item 659 
vere RR 
Add Extraordinary Item: 
Reduction in current income 
taxes as a result of loss F oti 
Can yYaTOrWand eset ce csetesscovecere a eeyeees ( 45 } 
Net Earnings for the Period ............ SP O4, ~f. 


Earnings per share: 
Before extraordinary item .......... 


After extraordinary item ........-+. Shock, 
Fully diluted earnings per share: ‘ 
Before extraordinary item ........... 226 
After extraordinary item ....... wouaes .28 
Number of shares outstanding “i 
(incthousands) i051 ates tsceouns 1,963 
Number of shareholders ...... Fecesnee rete 12658 
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SKLAR MANUFACTURING LIMITED 


UNAUDITED CONSOLIDATED STATEMENT 
OF SOURCE AND APPLICATION OF FUNDS 


FOR THE 28 WEEK PERIOD 


ENDED JULY 15, 1972 


1971 A 1972 
$9,989 f 
Source of Funds: 
7,681 Net Earnings ....... Wee creer: Bessa gf MOL 
Pree. Add back charges not requiring 
1,648 funds: 
244 DEDKeClatlO Mea ccssescvessacsetreescres 278 
81 Amortization of debt discount 
118 AMOKONDCMSE ccarsecerseteesaceventon test 4 
SE Provision for deferred income 
9,772 
meio tae taxes (non-current 
217 DORMOMasvarca sone: Alora ened eee 
126 Funds provided from operations 984 
eee Loan from Ontario Development 
ger CORDOKAT ONinezsenctee-sen ce cese re eee 134 
——= Issue of 127,757 common shares 
oi on conversion of general mortgage 
SS SAREE 
and collateral trust debentures ..... 306 
Less reduction in related debt, 
worn net of discount .......... Pak Ss (306) 
\12 1,118 
$217 Application of Funds: 
Additions to plant and equipment 432 
IF siti Provision for long-term debt due 
12 ce os UVLEMINOME Veale teeters be 16 
ey Long-Term advances to suppliers.. 66 
AGS SSE 
14 Sei! 
Ps Increase in Working Capital ............... 604 
ae 
1,808 Working Capital, Beginning of Period 3,394 
1,824 Working Capital, End of Period .,....... $3,998 


(in thousands of dollars) 


1971 


CNOA) 


465 
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Executive 


LOUIS SKLAR — Oshawa, Ontario 
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Company Addresses 


HEAD OFFICE and SKLAR FACTORY — 
617 Victoria Street East, 

Whitby, Ontario 

Telephone 416-668-3315 


PEPPLER FACTORIES — 
Hanover, Ontario 


FITTON-PARKER FACTORY — 
Southampton, Ontario 


MERIDIAN FACTORY and 
SHOWROOM — 
Weston, Ontario 


CHAIR DIVISION — 
Weston, Ontario 


MATTAWA FOREST PRODUCTS — 
Mattawa, Ontario 


Transfer Agents and 
Registrars 


COMMON SHARES — 
Montreal Trust Company, 
Toronto and Montreal 


FIRST MORTGAGE SINKING FUND 
BONDS — 

Canada Permanent Trust Company, 
Toronto 


Bankers 


Royal Bank of Canada 


Auditors 


Clarkson, Gordon & Co. 
Soberman, Ilsenbaum, Colomby & Nisker 


President’s Report to Shareholders 


In 1972 your company began to experience some of the 
major benefits that flow from its aggressive expansion 
program. On the basis of a 43% increase in sales from 
$19,753,000 in 1971 to $28,213,000 in 1972, pretax earnings 


increased 224% from $949,000 in 1971 to $3,071,000 in 1972. 


Incoming orders would have supported an even greater 
increase in sales, however, it is the view of your manage- 
ment that it would not have been prudent to force 
production beyond the 43% increase that was in fact 
attained. While some of the strong demand for your 
company’s products was brought about by an extremely 
buoyant home furnishings market, an important factor has 
been a marked improvement in market penetration at 

all divisions. 


It is also gratifying to note that working capital increased 
by approximately $900,000 in 1972, notwithstanding the 
relatively high capital expenditures of $1,458,000. 

These capital expenditures include the sum of $838,000 
incurred prior to December 31, 1972 in connection with 
the construction of the first stage of the Mattawa 

lumber complex. 


Long term debt was reduced by $1,131,000 as a result 

of the conversion of the General Mortgage and Collateral 
Trust Debentures. These conversions improved the 
debt-equity ratio and they also resulted in a reduction of 
debt servicing charges by a minimum of $70,000 per year. 


1972 income taxes were reduced as result of losses 
incurred in the past. This loss carry forward has been 
completely absorbed over the last several years, and 
commencing with 1973, your company will be paying 
income taxes at the full prevailing rate. 


In order to support the long term expansion plans of your 
company your management addressed itself to a number 
of important projects during 1972 and the following is a 
brief outline of those projects which will be of 

particular interest to its shareholders. 


1. Along term lease was negotiated for a new 60,000 
square foot factory to be constructed in Metropolitan 
Toronto. Initially this facility will be devoted exclusively 
to the manufacture of mechanical chairs /.e. recliners, 


o 


swivel chairs and swivel rockers, to be marketed under 
the “Sklar” tradename. This facility will permit your 
company to make major inroads into the growing 
mechanical chair market and, in addition, it will permit 
a greater degree of specialization at the Whitby Plant 
where virtually all products marketed under the “Sklar” 
name, including mechanical chairs, were previously 
manufactured. It is anticipated that an expansion of this 
facility will be required within two years and appropriate 
provisions are contained in the lease to allow for such 
an expansion. 


A 25,000 square foot expansion of the Meridian factory 
in Metropolitan Toronto was substantially completed 

in 1972. This project was undertaken a full year earlier 
than originally planned and it is expected to make an 
important contribution to the growth of sales of 
upholstered products in 1973. 


The first stage of the new hardwood complex located 

in Mattawa, Ontario, and operating under the name 
‘‘Mattawa Forest Products’’ was brought close to 
completion by the end of 1972. It is now in operation. 
Completion of this project was delayed primarily as a 
result of new approaches to pollution control and the 
technical problems that this involved. Although the 
delay was costly, your management takes pride in the 
fact that environmental authorities now consider the 
Mattawa approach to be the solution to an industry-wide 
pollution problem. Actual startup was also delayed by a 
lengthy strike of Hydro workers as a result of which 
electric power was not made available until January of 
this year. The home furnishings industry has been 
facing, and will continue to face, a severe shortage of 
hardwood and prices have been rising sharply. The 
Mattawa Forest Products division will therefore play a 
vital role in ensuring that your company’s furniture 
manufacturing factories have an adequate supply of 
hardwood at reasonably stable prices. 


There is also an industry wide shortage of certain types 
of upholstery fabrics woven only in Europe, which are 
highly popular in Canada, the United States and a 
number of European countries. In view of the fact that 


this shortage is likely to continue for some time, a 
wholly-owned subsidiary of your company has entered 
the upholstery fabric business on the following basis: 


(a) It has retained the services of expert European fabric 
designers to ensure maximum marketability of its 
products. 


(b) It has acquired the exclusive rights to the full 
production of several European mills who weave 
high quality upholstery fabrics from raw materials 
purchased throughout the world by this subsidiary. 


(c) It has set up a 10,000 square foot factory devoted to 
high quality fabric finishing which is a critical stage 
in the production of these fabrics. 


This venture will ensure an adequate supply of these 
fabrics for your company’s Canadian upholstery 
operations, and, in addition, this subsidiary will be in 
a position to sell fabrics profitably in the United States 
and several countries in Europe. 


5. Important progress was made in two research and 
development programs: 


(a) The application of new technological developments 
to the graining and finishing of wood furniture. 
This project will, in due course, result in your 
company entering a lower price market with values 
presently not available to the furniture buying 
public in Canada. 


(b) A more extensive application of plastics to the 
manufacture of furniture. Plastics will be increasingly 
important to the furniture manufacturing industry 
and your management is determined to maintain the 
company’s position of leadership in the application 
of this rapidly developing technology. 


6. Your company’s long range plans for expansion will 
place a heavy load on its technical and middle manage- 
ment personnel. Accordingly an extensive program has 
been undertaken to strengthen the organization 
at this level. 


All indications are that 1973 will be an excellent year for 


the company. At the beginning of the year order backlogs 


were at record high levels at all divisions, and orders 
booked at the important annual January show held in 
Toronto can perhaps be best described as overwhelming. 
On the basis of this favourable sales picture supported 
by new production facilities coming on stream and 
improvements in productivity being implemented at 
existing facilities, management is forecasting substantial 
increases in sales and profits for 1973. 


Looking to the balance of the seventies beyond 1973, 
barring a serious setback in the economy, your management 
is in agreement with the many economists who take the 
position that all economic indicators point to continuing 
rapid growth in demand for home furnishings. The Economic 
Council of Canada forecasts favourable rates of growth 

of disposable income, gross national product and housing 
starts. Demographic trends indicate that the fastest growing 
segment of the population will be in the twenty-five to 

forty age group and it is generally acknowledged that 

this is the predominant “furniture buying” age group. 
Furthermore, as Canada’s largest producer of wood and 
upholstered furniture, your company is in the best possible 
position to profit from new developments that are taking 
place in the mass marketing of home furnishings at the 
retail level. It is these factors which have brought new 
interest to the home furnishings industry on the part of 

the investing public and your management is convinced 

that this interest is justified. 


In closing, | would like to pay tribute again to the Sklar 
employees at all levels, now numbering in excess of 1600. 
Their continuing effort and dedication played a major 

role in the successes of 1972. ) 


ON BEHALF OF THE BOARD, 


PRESIDENT 


April 1, 1973 


Financial Highlights 


1971 
Sales POR ORC a eee WE ee a ge yg Os $19,753,000 
Net earnings . : Ue Ae pcm Po ee a ae 640,000 
Cash flow from operations ee Py eee. ae 1,233,000 
Working capital ...... 3,394,000 
‘Depreciation 5 ee 405,000 
Additions to fixed assets. ......... Ps Mine Ce acl a ee 472,000 
Current atid. 17201 
Interest paid— Current .... OS igs Seen tose VN Sree tat 1 at ents ease ty Sige 138,000 
tong ee 226,000 ) 
Long-term: debe oe ei eS saath) eae ae 3,110,000 
EQUITY c2. Un et ee ee ee  s eeeee ae me 3,065,000 
Debt-equity ratio 1:1 
Net earnings pershare................ EP aia Sncouh ey semes a lorie! rt .35¢ 
Cash flow from operations per share ..................... 0.00.0... .67¢ 
Shares OUtSIANGING-- fee re iy Sy See eae ee 1,835,741 
Number of shareholders ................ RUE ee aaa cae Ces eA 1,800 


Consolidated Statement of Ea rnings 
FOR THE YEAR ENDED DECEMBER 31, 1972 
(with comparative figures for 1971) 


SKLAR PA eee eee ie; LIMITED 
and subsidiary companies 


f i 


1971 
Neisales a ao $19,753,000 
Operating costs and expenses: 
Cost Of GOOdS SOIG a 14,803,000 
Marketing, general and administrative @XPONSOG) 3 a 3,232,000 
DBDFECIANON re ee a eS ona ~ 405,000 
interest on bank Indebtedness... ee ee 138,000 
Interest on long-term debt... ee nae 226,000 
18,804,000 
Earnings before income taxes and BRT BOraiery MOM) se oe 949,000 | 
Sincomeiaxes=-curtent (2 ee 178,000 
SO OTETIOG ye a 309,000 
487,000 
Earnings before extraordinary item .......... 0. ee. 462,000 
Add extraordinary item: 
Reduction in current year’s income taxes 
as a result of loss carry forwatd ek ee ee 178,000 
NEE GAarmninGS oA ree a $ 640,000 
Earnings per share:(note 6) 
Basic — 
Earnings before extraordinary item .....................0..--. .25¢ 
NGL GAININGS ee i oe ia ee ra ys Scents 35 
Fully diluted — | 3 
Earnings before extraordinary item ....................... San 19 
Net earings i ee OC eatin ce nue 28: 


(See accompanying notes to consolidated financial statements) 


Consolidated Balance Sheet pecemser 31, 1972 


(with comparative figures for 1971) 


Assets 
| 1971 
CURRENT ASSETS: oo 
Accounts eceWable. 60 
Inventories, at the lower of cost or net realizable value — 


$ 4,165,000 


RAW Materials ee es 1,762,000 
WORK IN DTOCESS a 1,109,000 
Finished goods......... Le ee ae 964,000 
Ota INVENTONGS ee 3,835,000 
PIGDAald expenses. ee a ee 100,000 
Otabcurnrent assets ee ee 8,100,000 
FIXED ASSETS: [note 3(b)] 
Accumulated 
: Cost Depreciation 
LNG ls $ 62,000 62,000 
Buildings and leasehold 
Improvements 2). ee 2,685,000 $ 633,000 1,692,000 
Machinery and equipment.......... -. 4,673,000 2,864,000 1,210,000 
$7,420,000 $3,497,000 2,964,000 
On behalf 
of the Board: 
<GaywhGarr Director $11,064,000 1,064,000 


SKLAR MANUFACTURING LIMITED 
(Incorporated under the laws of Ontario) 


and subsidiary companies 


Liabilities 


CURRENT LIABILITIES: 
Rank indebtedness (NOte 2) eee 
Accounts payable and accrued charges .......................... 
Income and other taxes payable 3. ea 
Deferred income taxes — Current............ 00.0.0... 002020024. 
/ Long-term debt due within one yeal 2. ee 
Total:currenttiabilities 3 0k. oe ces NO aie 


LONG-TERM DEBT (note 3) 


DEFERRED INCOME TAXES 


SHAREHOLDERS’ EQUITY: 
Capital stock 


Authorized: 
3,500,000 common shares without par value 


Issued: (note 4) 
2,318,754 shares (1971—1,835,741 shares) .................. 


Conthiouted SUIDIUS re a a ee 
Deficit 
Balance at beginning of year 2 eee ee 
Net earnings for the: years se ae 
Balance at end Of year ee eee Pee ne eee 
otal shareholders cquily oe a a 


(See accompanying notes to consolidated financial statements) 


1971 


$ 2,444,000 
1,586,000 
388,000 
126,000 
162,000 
4,706,000 


3,110,000 


183,000 


6,158,000 
8,000 


(3,741,000) 
640,000 

(3,101,000) 
3,065,000 


$11,064,000 


Consolidated Statement of Source and 
Application of Funds 


- FOR THE YEAR ENDED DECEMBER 81, 1972 
(with comparative figures for 1971) 


SKILAR MANUFACTURING LIMITED 
and subsidiary companies 


: 1074 - 
Source of Funds: j 
NeVOAMNNOS a ee aaa aan te seis a Gly soiree Ha ee ap $ 640,000 3 
Add back charges not requiring funds — . 
DEDreClalOn. 8 i ae ee ae See GE Maths oo SS UM ee asta teeny 405,000 c 
Amortization of debt discount and expense «5.6153 ge 5,000 . 
Increase in deferred income taxes (non-current portion) ...................... 183,000 i 
Funds provided trom Operations es a es ee eee das 1,233,000 a 
Loan from Ontario Development Corporation, including : E 
jocaiveble-porion (ible SIDI) ee ee 312,000 :. 
Issue of common shares on conversion of general mortgage : e 
and: collateral thist debentures (note 4)iee ee ee 66,000 : x 
Less reduction in related debt, net of discount .......................2.... (66,000) + 
Issue of common shares on exercise of share purchase warrants 4 
and -emipioyerns Stock Options ee ee a 
1,545,000 ; 
Application of Funds: 

Additions to fixed assets, including expenditures on sawmill of $838,000 in 1972. . 472,000 

Provision for long-term:debt due within one year .........0. 0.0.0.0. 0.2 ee 162,000 

634,000 

INCREASEAN WORKING (CAPITAL G couc.ienc Se er Nee eos ne Cid ak oe 911,000 

WORKING CAPITAL, BEGINNING - OF YEAR HC 2 03S ves cig hoa ae a, 2,483,000 

WORKING GARI TALEND OF YEAR co lees ie ae ene tas as $3,394,000 


(See accompanying notes to consolidated financial statements) 


Notes to Consolidated Financial Statements 


1. Principles of consolidation 1973 — $243,000 1976 — $191,000 
The consolidated financial statements include the accounts of ee me ee 1977 — 196,000 
the company and all of its subsidiaries. Ts pea as 
The trust deed for the first mortgage sinking fund bonds 
2. Bank indebtedness provides that if earnings before income taxes in any 


year exceed $1,000,000 sinking fund payments in the 
following year will be increased by 5% of such earnings 
to a maximum of $100,000. Provision has been made 
for the required increase in payments for 1973. 

(d) The trust deed prohibits the payment of cash dividends 
in any year if, after giving effect to such payment, 


Bank indebtedness is secured by pledges of the accounts 
receivable and the inventories, together with a second floating 
charge debenture in the amount of $1,000,000 on all the 

other assets of one of the company’s subsidiaries. 


3. Long-term debt 1972 1971 the shareholders’ equity falls below $4,000,000 and the 
First mortgage sinking fund bonds due ratio of consolidated current assets to consolidated 
September 15, 1986— current liabilities is below 2 to 1. 
7V¥2% series A, payable in ‘ 
Canadian dollars $1,410,000 $1,486,000 4. Capital stock 
7% series B, payable in United During 1972, 483,013 common shares were issued on the 


States dollars (U.S. $440,000) 469,000 498,000 conversion of debentures and the exercise of stock options and 


: warrants as follows: 
9% loan from Ontario Development Shares Added to 


Corporation due 1978 Issued Capital Stock 


(repayable portion) 299,000 166,000 Conversion of general mortgage 
General mortgage and collateral and collateral trust debentures — 
trust debentures converted to at $2.50 per share 465,750 $1,165,000 
common shares during 1972 1,172,000 at $3.50 per share 1,857 7,000 
Other debt repaid during 1972 62,000 467,607 1,172,000 
Less unamortized discount 
“7 2,178,000 3,384,000 on debentures 41,000 
Less amounts due within one year, ee aa ee 
included in current liabilities 243,000 ‘162,000 | 1,131,000 
Exercise of stock options 
1,935,000 3,222,000 at $2.00 per share TSe56 30,000 
Less unamortized debt discount Exercise of warrants 
and expense 67,000 112,000 at $3.50 per share 250 1,000 


$1,868,000 $3,110,000 483,013 $1,162,000 


As at December 31, 1972, 403,343 common shares were 
reserved as follows: 


(a) The first mortgage bonds are secured by a first mortgage 


on the fixed assets (excluding those assets charged For possible issue upon the exercise _ 
under the Ontario Development Corporation debenture) of share purchase warrants outstanding (a) 298,499 shares 
and a first floating charge on all other assets. For see Tee eet the pe : Ro 

(b) The loan from the Ontario development Corporation is 2 Macey scichs else Ie NU) ark 
secured by a debenture in the amount of $500,000 403,343 shares 


on certain of the fixed assets. The forgivable portion of 


! , (a) The warrants entitle the holders thereof to purchase 
this loan in the amount of $200,000 has been deducted 


common shares at a price of $3.50 per share until July 1, 


event of default under the loan agreement. certain conditions. 
(c) Sinking fund instalments and other payments required on (b) The changes in employee options during 1972 
long-term debt for the next five years are as follows: were as follows: 


Options outstanding at beginning of year 104,500 
Add options granted 5,700 

110,200 
Deduct options exercised 19,150 
Options outstanding at end of year 95,044 


The options are exercisable in equal annual amounts to 
1976. Options not exercised in any one year may be 
exercised in subsequent years until the final year of the 
plan. Of the total options outstanding, 89,344 are 
exercisable at $2.00 per share and 5,700 at $3.33 per 
share. In addition to the 95,044 options outstanding, there 
are an additional 9,800 options available under the stock 
option plan but not yet granted. 


5. Remuneration of directors and senior officers 

The total remuneration paid or payable by the company and its 
subsidiaries to its directors and senior officers amounted to 
$300,000 in 1972 and $227,000 in 1971. 


6. Earnings per share 
(a) Basic earnings per share have been calculated using the 
weighted average number of shares outstanding during 
the year. Shares issued on conversion of debentures are 
considered to have been issued at the termination dates 
of the relative interest obligations — March 15th in the 


Auditors’ Report 


To the Shareholders of 
Sklar Manufacturing Limited: 


case of the general mortgage debentures and January 1st 
in the case of the collateral trust debentures. 


(b) Fully diluted earnings per share illustrate the effect on 
earnings of the exercise of the outstanding warrants and 
stock options. In this calculation, earnings were imputed 
at the rate of 6Y2 % before tax on the deemed proceeds 
on the exercise of the warrants and options. 


7. Commitments and contingent liabilities 


(a) Long-term leases — 
The company is committed under long-term leases with 
various expiry dates to 1992. Minimum rentals (exclusive 
of taxes, insurance and maintenance costs) for the next 
five years under these leases are approximately $361,000 
annually. 


(b) Other — 
Agreement has not yet been reached between the 
company and the previous owners of a wholly-owned 
subsidiary regarding the amount payable for the shares 
of the company. The vendors have recently served a writ 
on the company and a defence has been entered. On the 
basis of advice which the company has received from its 
legal counsel, it is management’s opinion that the 
determination of this lawsuit will not have a material effect 
on the financial position of the company. 


We have examined the consolidated balance sheet of 
Sklar Manufacturing Limited and subsidiary companies 
as at December 31, 1972 and the consolidated statements 
of earnings and source and application of funds for the 
year then ended. Our examination included a general 
review of the accounting procedures and such tests of 
accounting records and other supporting evidence as we 
considered necessary in the circumstances. 


Toronto, Canada 
February 28, 1973 


In our opinion these consolidated financial statements 
present fairly the financial position of the companies as 
at December 31, 1972 and the results of their operations 
and the source and application of their funds for the year 
then ended, in accordance with generally accepted 
accounting principles applied on a basis consistent with 
that of the preceding year. 


EC Lithia BAam~Y Go. 


Chartered Accountants 
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